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Shady Grave Professional Center
Rockvitle, MD

Net Operating Income
Contribution by Sector

@ Office Buildings . . .37.4%

@ Industrial/Flex . .. .. 19.3%
@ Retail Centers, .. .. 19.2%
@ Multi-family . ... .. 12.6%

@ Medical Office . ...11.5%

Balance

With investments in the multi-family, retail, industrial/flex, office and medical

| office segments, WRIT is uniquely diversified. This balanced portfolio

provides a buffer against market fluctuations in specific property types.
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During 2006, WRIT continued to demonstrate a balanced approach to investing,
with 14 acquisitions for a total of $303.0 million, distributed across several sectors.
The acquisitions include 533,000 square feet of office space, 404,000 square feet
of industrial/flex space, 336,000 square feet of medical office space and 225,000
square feet of retail space.

In the industrial sector, WRIT acquired Hampton Overlook and Hampton South, a
portfolio of five warehouses totaling 302,000 square feet, for $23.1 million. The
portfolic was 74% leased at acquisition and 100% leased at year-end. Located in
Capitol Heights, Maryland, the Hampton portfolio is part of Hampton Business Park,
one of Prince George's County’s larger industrial parks. Also in Prince George's
County, WRIT acquired 9950 Business Parkway, a 102,000 square foot industrial
warehouse, for $11.7 million,

WRIT added to its retail portfolio in 2006 with the acquisition of the Montrose
and Randolph Shopping Centers—two neighborhood mixed-use retail centers
totaling 225,000 square feet—in Rockville, Maryland, for $50.3 million.

tn the office sector, WRIT acquired 6565 Arlington Boulevard, a 140,000 square
foot, five-story office building in Falls Church, Virginia, for $30.0 million. Later
in the year, WRIT acquired West Gude Office Park and The Ridges, consisting of
a total of 393,000 square feet of well-located office space in Montgomery
County, Maryland, for $82.0 millien. Upon acquisition, West Gude was 94%
leased and The Ridges was 100% leased.

WRIT also expanded its medical office portfolio with the acquisition of the
Alexandria Professional Center, The Crescent and the Shady Grove/Plumtree
portfalio. Acquired for $26.9 million, the Alexandria Professional Center, in
Northern Virginia, is a 12-story medical office center containing 113,000 square
feet. The Crescent, located in Gaithersburg, Maryland, was acquired for

$12.0 million and comprises two medical office buildings totaling 49,000 square
feet. Located in Maryland and acquired for $67.0 million, WRIT’s Shady Grove/
Plumtree medical portfolio consists of four Class A medical office buildings
containing 174,000 square feet. Throughout the year, WRIT expanded its medical
office portfalio from seven to 13 properties, and increased its net operating
income contribution from 10.2% to 11.5%.
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onsistency

Our disciplined investment strategy is an integral component of our success

and has resulted in 36 consecutive years of increased dividends per share and

34 consecutive years of increased funds from operations per share.

Total Return

WRIT vs S&P 500
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In the more than 45 years since its founding, WRIT has endured six
economic recessions and four real estate downturns, and has consis-
tently increased funds from operations, thereby increasing shareholder
value. Far 2006, funds from operations were $92.8 million, or $2.12 per
diluted share, an increase of $5.4 million, or $0.05 per diluted share, from
2005. WRIT's consistently strong performance, year after year, can be
attributed to a sound acquisition strategy and a disciplined capital structure.

WRIT identifies opportunities to increase shareholder value through
renovations and expansions, as well as advantageous ground-up
development opportunities.

During the fourth quarter of 2006, we completed the redevelopment
of The Shoppes at Foxchase in Alexandria, Virginia, a 133,000 square
foot retail shopping center anchored by the 55,000 square foot
grocery store, Harris Teeter. At year-end 2006, three development
projects were in progress: Bennett Park, The Clayborne Apartments
and Dulles Station.

Formerly Rosslyn Towers, Bennett Park is a ground-up development
project in Arlington, Virginia. Construction of the high-rise and mid-rise
Class A apartment buildings, with a total of 224 units and 5,900 square
feet of retail space, is anticipated to be complete in 2007, and the total
cost of the project is estimated to be $76.6 million. The Clayborne
Apartments is a ground-up development project in Alexandria, Virginia,
adjacent to WRIT's 800 South Washington retail property. Construction
af the 75-unit Class A apartment building, which will include 2,600
square feet of additional retail space, is anticipated to be complete in
the third quarter of 2007, and the total cost of the project is estimated
to be $32.7 million. Dulles Station is a 180,000 square foot develop-
ment of mostly office and some retail space in Herndon, Virginia, that
is anticipated to be complete during the third quarter of 2007 and has
an estimated cost of $52.0 million,

WRIT's conservative capital structure strategically impacts our perfor-
mance. During 2006, WRIT raised over $350 million of capital, issuing
$110 million in 3.875% Convertible Senior Notes, $150 million in 5.95%
Senior Unsecured Notes and 2.7 milion common shares.

The results that WRIT delivers are a product of a steadfast adherence
to a proven investment and capital management strategy, one that has
enabled our growth for decades and which we expect will continue to
enhance shareholder vaiue in the future.
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Focusing on the vibrant greater Washington, D.C. metro region,

we've developed a thorough knowledge of our market and a keen

sense for its investment climate, which give us a distinct competitive

advantage to facilitate our growtb.

Dulles South IV
Chantilly, VA

With a concentration on properties within two hours of the Washington
metropolitan area, we know our market well. Qur expertise in this
region—the fourth-largest metro (CSA) economy in the United States—
allows us to make strategically sound acquisitions in one of the most
stable investment environments in the country.

The Nation's Capital boasts an exceptionally strong economy and presents
an abundance of opportunities for real estate investment. As the seat of
the federal government, as well as major international institutions,
embassies, trade associations and other supporting industries, a significant
portion of the economy is insulated from economic downtums. The area
alsa serves as a hub for several major industries, such as bioscience,
defense contracting, telecommunications, law and consulting.

Over the last 20 years, the Washington region has led all metro areas in the
country in employment growth. It also has the lowest unemployment rate
of any major region, a highly educated workforce—46% of residents hold
college degrees or higher—and the highest median income of any large
U.S. metro region. The Washington, D.C. region has the necessary human
capital to thrive, in both the short term and the long term. As a result,
demand for real estate in this area remains high for each of the property
types in which we invest.

WRIT's regional focus and accumulated expertise are sources of strength and
will continue to be leveraged as we strive to maintain our record of success.
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Letter to shareholders

I'm pleased to report that WRIT has again increased funds from
operations per share for the 34th consecutive year and dividends
per share for the 36th consecutive year. During 2006, WRIT
acquired 14 new properties: six medical office properties
containing approximately 336,000 square feet, which were
98.2% leased; three general purpose office properties containing

" approximately 533,000 square feet, which were 92.7% leased:
three industrial/flex properties containing approximately 404,000
square feet, which were 94.7% leased; and two retail centers in
Rockville, Maryland, containing a total of approximately 225,000
square feet, which were 76.5% leased. These acquisitions, along
with our developments at Dulles Station, Bennett Park, and The
Clayborne in Northern Virginia, have been financed through a
combination of the issuance of additional equity, unsecured debt
and convertible senior notes.

Each of these transactions complement WRIT's ongoing business
plan of geographic focus, property diversification and conserva-
tive financial management.

Our acquisition strategy is 1o invest in stabilized assets, where
management believes it can improve the bottom line over the short
term, assets with value-added opportunities such as the recently
purchased industrial and retail properties, acquisitions of general
purpose office buildings with below market in-place rents and
prices below replacement cost, and strategically located medical
office buildings. As we move into 2007, the competition for each of
these property types upon which we focus for investment are still
very much in demand by others. Interest rates remain low and there
is no shortage of capital for real estate assets, This combination
applies continued downward pressure on capitalization rates,
leading to higher property values. Compounding these conditions,
land values and construction costs are steadily increasing. These
factors create extraordinary challenges for us in executing our 2007
external growth plans. On the other hand, these conditions also
contribute to the increased value of our existing portfolia, allowing
WRIT flexibility to continue to acquire properties in a very competi-
tive marketplace.

During 20086, our core portfolio was in terrific shape, with
occupancy at 93.9% compared to 92.2% last year. As we move
into 2007, we expect our core portfolio occupancy levels will
increase with improved performance in cur general purpose

We expect positive rental rate growth and improved
occupancy, our acquisition pipeline is full, and capital

is readily available for additional investment.

office sector and the better than expected performance we are
now realizing from the above mentioned value-added acquisitions.

This year, we will complete our three ground-up projects, which are
currently under construction. We expect to begin delivering
apartment units at Bennett Park in Arlington, Virginia, during the
second quarter of 2007, and The Clayborne in Alexandria, Virginia,
during the third quarter. The base building shell and garage for
Dulles Station, our office development in Herndon, Virginia, will be
ready for fit up in the third quarter. Though no leases are signed at
this time, prospective tenant activity is increasing.

2006 was a very good year for WRIT's share performance as well as
the REIT industry as a whole. For the sixth straight year, our industry
has outperformed most of the major indices. Our company achieved
a total return of 37.8% for the year. Though one can never truly
predict future total returns, | feel very positive about our earnings
potential for the year 2007. We expect positive rental rate growth
and improved occupancy, cur acquisition pipeline is full, and capital is
readily available for additional investment,

Along with their other corporate governance responsibitities, it is
incumbent on our Board of Trustees 0 be focused on senior
management transition and the continued development of talent
throughout the arganization. In recognition of his experience and
commitment to WRIT, in June of 2006, George "“Skip” McKenzie was
promoted to President and Chief Operating Cfficer. Previously Skip
was Executive Vice President, Real Estate, responsible for all real
estate operations. In addition to Skip, other management changes
and promotions were made to further enhance and strengthen the
company’s management.

Continued strong perfermance will be achieved by sound decisions
on the part of management in collaboration with all the members of
the company and the welcome advice and oversight of our Trustees,

Best regards,

TBU 2

Edmund B. Cronin, Jr.
Chairman of the Board and Chief Executive Officer
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PART I

ITEM 1. BUSINESS

The Trust

Washington Real Estate Investment Trust (“WRIT,” the “Trust,” or the “company”) is a self-administered, self-
managed, equity real estate investment trust (“REIT") successor to a trust organized in 1960. Our business consists
of the ownership and development of income-producing real properties in the greater Washington metro region.
We own a diversified portfolio of general purpose office buildings, medical office buildings, industrial/flex properties,
multifamily buildings and retail centers.

We believe that we qualify as a REIT under Sections 856-860 of the Internal Revenue Code and intend to continue
to qualify as such. To maintain our status as a REIT, we are required to distribute 90% of our ordinary taxable income
to our shareholders. When selling properties, we have the option of (i) reinvesting the sale price of properties sold,
allowing for a deferral of income taxes on the sale, {ii) paying out capital gains to the shareholders with no tax to the
company or (iii) treating the capital gains as having been distributed to the shareholders, paying the tax on the gain
deemed distributed and allocating the tax paid as a credit to the shareholders. We did not dispose of any of our
properties in 2006, and we distributed all of our 2006, 2005, and 2004 ordinary taxable income to our shareholders.
In 2005, $33.5 million of the gains from the property disposal were reinvested in replacement properties and
approximately $3.5 million of the gains were distributed to shareholders. Gains from the property disposed in 2004
were distributed to shareholders. No provision for income taxes was necessary in 2006, 2005, or 2004. Over the last
five years, dividends paid per share have been $1.64 for 2006, $1.60 for 2005, $1.55 for 2004, $1.47 for 2003, and
$1.39 for 2002.

We generally incur short-term floating rate debt in connection with the acquisition and development of real estate.
As market conditions permit, we replace the floating rate debt with fixed-rate secured loans or unsecured senior
notes, or repay the debt with the proceeds of sales of equity securities. We may acquire one or more properties in
exchange for our equity securities or operating partnership units which are convertible into WRIT shares.

Our geographic focus is based on two principles:
1. Real estate is a local business and is more effectively selected and managed by owners lacated, and with
expertise, in the region.
2. Geographic markets deserving of focus must be among the nation’s best markets with a strong primary
industry foundation and diversified enough to withstand downturns in their primary industry.

We consider markets to be local if they can be reached from the Washington centered market within two hours by
car. Our Washington centered market reaches north to Philadelphia, Pennsylvania and south to Richmond, Virginia.
While we have historically focused most of our investments in the greater Washington metro region, in order to
maximize acquisition opportunities we will and have considered investments within the two-hour radius described
above. We will also consider opportunities to duplicate our Washington focused approach in other geographic
markets which meet the criteria described above.

All of our Trustees, officers and employees live and work in the greater Washington metro region and our officers
average over 20 years of experience in this region.

This section includes or refers to certain forward-looking statements. You should refer to the explanation of the
qualifications and limitations on such forward-looking statements beginning on page 51.

Washington Real Estate Investment Trust and Subsidiaries




The Greater Washington Metro Area Economy

The Washington metro region is currently the 8th largest metropolitan statistical area in the United States. 2006
proved to be another year of strong performance for the greater Washington metro region with the professional and
business services sectors fueling job growth. The region’s labor market economic indicators verify the strength of the
region’s economy with the unemployment rate at 3.0% for the 12 months ended November 2006, which is the
lowest rate among all of the nation's largest metro areas and well below the national average of 4.5%. The U.S.
Department of Labor, Bureau of Labor Statistics, reported the metropolitan Washington region experienced above
average job growth by adding 66,200 jobs through the 12 months ended November 2006, 21% above the long-
term average of 54,800. According to the Center for Regional Analysis ("CRA") at George Mascn University, the
increase in jobs were concentrated in the professional and business services and high value-added occupations in
health, education, and finance which accounted for 63.4% of the gains.

While there have been shifts among its core industries, the Washington metro area has a robust economy that
continues to grow. The professional and business services, education and health sesvices, and retait trade are the
core industries that experienced the most job growth in the greater Washington metro economy. In 2005, the
Federal government, professional and business services, and transportation were the sectors that led job growth.
Federal government employees are pursuing higher paid jobs as contractors, fueling growth in professional and
business services. While analysts project a shift in Congress' focus, overall Federal procurement spending should
remain high in the region, but will taper off from the growth levels experienced in 2004 and 2005. The Washington
area’s gross regional product ("GRP") was $334.8 hillion in 2006, a 4% increase compared to 2005. Over one-third
of the area’s GRP was generated by the Federal government. We believe regional job growth in 2007 will continue
to be driven by professional and business services firms, including government contractors. CRA projects the economy
will add 56,600 new jobs in 2007 and forecast GRP growth of 3.5% for the Washington metro area in 2007,

Greater Washington Metro Region Real Estate Markets

The robust economy in the greater Washington metro region has translated into stronger relative real estate market
performance in each of our sectors, compared to other national metropolitan regions as reported by Delta Associates /
Transwestern Commercial Services ("Delta”), a national full service real estate firm that provides market research and
evaluation services for commercial property types including office, industrial, retail and apartments:

Office and Medical Office Sectors

* Rents rose 2.7% in 2006 in the region, and rents are expected to rise 2.5% in 2007

¢ Vacancy was 8.5% at year-end 2006, up from 7.9% at year-end 2005 and down from 9.2% at year-end 2004,
The region has the fifth lowest vacancy rate of large metro areas in the United States.

* The overall vacancy rate is projected to increase to 9.4% in the District over the next two years due to increased
supply - still below the national average of 10.4%.

* Net absorption totaled 6.8 million square feet, down from 7.6 million square feet in 2005,

+ Of the 16.8 million square feet of office space under construction at year-end 2006, 35% is pre-leased.

Washington Real Estate Investment Trust and Subsidiaries




Multifamily Sector
s Overall, apartment rents increased 4.7% in the greater Washington metro region in 2006,
s Delta reports that given modest vacancy rates and solid rent growth, prospects for the apartment market in
the Washington market are excellent.

Grocery-Anchored Retail Centers Sector
» Steady vacancy rates at 2.3% at year-end 2006 compared to 2.9% at year-end 2005.
* Rental rates at grocery-anchored centers increased 5.7% in 2006.

Industrial/Flex Sector
+ Average industrial rents increased 2.8% in the greater Washington/Baltimore region in 2006.
» Rents are projected to increase 1.5-2.5% in 2007, as market conditions remain favorable.
s Vacancy was 9.8% at year-end 2006, up from 9.4% at year-end 2005 and down from 10.4%
at year-end 2004.
» Of the 10.1 million square feet of industrial space under construction at year-end 2006, 21% is pre-leased,
compared to 5.1 million and 34%, respectively, at year-end 2005.

WRIT PORTFOLIO

As of December 31, 2006, we owned a diversified portfolio of 82 properties consisting of 24 general purpose office
properties, 13 medical office properties, 14 retail centers, 9 multifamily properties, 22 industrial/flex properties and
land held for development. Qur principal objective is to invest in high quality properties in prime locations, then
proactively manage, lease, and direct ongoing capitalimprovement programs to improve their economic performance.
The percentage of total real estate rental revenue by property group for 2006, 2005 and 2004 and the percent
leased, calculated as the percentage of physical net rentable area leased, as of December 31, 2006 were
as follows:

Percent Leased* Real Estate Rental Revenue*

December 31, 2006 2006 2005 2004
93% Office buildings 40% 40% A5%
99% Medical office buildings 11 10 8
96% Retail centers 17 17 16
94% Multifamily 15 16 17
93% Industrial 17 17 14

100% 100% 100%

*  Data excludes discontinued operations.

On a combined basis, our portfolio was 94% leased at December 31, 2006, 94% leased at December 31, 2005 and
92% leased at December 31, 2004.

Washington Real Estate Investment Trust and Subsidiaries




Total rental revenue from continuing operations was $219.7 million for 2006, $190.0 million for 2005 and
$171.6 million for 2004. During the three year period ended December 31, 2006, we acquired four general purpose
office buildings, eight medical office buildings, three retail centers and seven industrial properties. During that same
time frame, we sold three office buildings and one industrial property. These acquisitions and dispositions were the
primary reason for the shifting of each group's percentage of total revenue reflected above.

No single tenant accounted for more than 3.5% of revenue in 2006, 3.3% of revenue in 2005, and 3.3% of revenue
in 2004. All Federal government tenants in the aggregate accounted for approximately 2.3% of our 2006 total
revenue. Federal government tenants inctude the Department of Defense, U.S. Patent and Trademark Qffice, Federal
Bureau of Investigation, Office of Personnel Management, Secret Service, Federal Aviation Administration, NASA
and the National Institutes of Health, WRIT's larger non-federal government tenants include the World Bank, Sunrise
Senior Living, Inc., Sun Microsystemns, INOVA Health Systems, URS Corporations, George Washington University,
Lockheed Corporations, United Communications Group and Westat.

We expect to continue investing in additional income producing properties. We only invest in properties which we
believe will increase in income and value. Qur properties compete for tenants with other properties throughout the
respective areas in which they are located on the basis of location, quality and rental rates.

We have recently engaged in ground-up development in order to further strengthen our portfolio with long-term
growth prospects. We currently have three ground-up development projects underway. The first is a 224-unit
apartment property in Arlington, VA, referred to as Bennett Park, farmerly Rosslyn Towers, with completion of the
mid-rise building expected in the second quarter 2007 and the high-rise building expected in the third quarter 2007.
The second is a 75-unit apartment property in Alexandria, VA referred to as The Clayborne Apartments, formerly
South Washington Street, with completion expected in the third quarter of 2007. The third is our December 2005
acquisition of Dulles Station in Herndon, VA. The property is entitled for two office buildings totaling 540,000 square
feet. The completion of the first 180,000 square foot office building is expected in the third quarter 2007 and
construction of the 360,000 square foot second building is expected to commence sometime in 2008 or 2009,
depending on market conditions.

We make capital improvements on an ongoing basis to our properties for the purpose of maintaining and increasing
their value and income. Major improvernents and/or renovations to the properties in 2006, 2005, and 2004 are
discussed under the heading “Capital Improvements.”

Further description of the property groups is contained in ltem 2, Properties and in Schedule Ill. Reference is also
made to item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations.

On February 22, 2007, we had 282 employees including 199 persons engaged in property management functions
and 83 persons engaged in corporate, financial, leasing, asset management and other functions.

AVAILABILITY OF REPORTS

A copy of this Annual Report on Form 10-K, as well as our Quarterly Reports on Form 10-Q, Current Reports on
Form 8-K and any amendments to such reports are available, free of charge, on the Internet on our website www.
writ.com. Alt required reports are made available on the website as soon as reasonably practicable after they are
electronically filed with or furnished to the Securities and Exchange Commission, The reference 1o our website
address does not constitute incorporation by reference of the information contained in the website and such
information should not be considered part of this document.
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ITEM 1A. RISK FACTORS

Set forth below are the risks that we believe are material to our sharehalders. We refer to the shares of beneficial
interest in Washington Real Estate Investment Trust as our “shares,” and the investors who own shares as our
“shareholders.” This section includes or refers ta certain forward-fooking statements. You should refer to the
explanation of the qualifications and limitations on such forward-looking staterents beginning on page 51.

Our performance and value are subject to risks associated with our real estate assets and with the
real estate industry.

Our economic performance and the value of our real estate assets are subject to the risk that if our office, medical
office, industrial, multifamily and retail properties do not generate revenues sufficient to meet our operating
expenses, including debt service and capital expenditures, our cash flow and ability to pay distributions to our
shareholders will be adversely atffected. The following factors, among others, may adversely affect the revenues
generated by our commercial and multifamily properties:

» downturns in the national, regional and focal economic climate;

« competition from similar asset type properties;

 local real estate market conditions, such as oversupply or reduction in demand for office, industrial, multi-
family or retail properties;

» changes in interest rates and availability of financing;

e vacancies, changes in market rental rates and the need to pericdically repair, renovate and re-let space;

+ increased operating costs, including insurance premiums, utilities and real estate taxes;

« inflation;

+ weather conditions;

» consumer confidence, unemployment rates, and consumer tastes and preferences;

« civil disturbances, earthquakes and other natural disasters, terrorist acts or acts of war may result in uninsured
or underinsured losses;

« significant expenditures associated with each investment, such as debt service payments, real estate taxes,
insurance and maintenance costs, are generally not reduced when circumstances cause a reduction in revenues
from a property; and

« the economic health of our tenants and the ability to collect rents,

We are dependent upon the economic climate of the Washington metropolitan region.

All of our properties are located in the Washington metropolitan region which exposes us to a greater amount of
risk than if we were geographically diverse. General economic conditions and local real estate conditions in our
geographic region may be dependent upon one or more industries, thus, a downturn in one of the industries may
have a particularly strong effect. In particular, economic conditions in our market are directly affected by Federal
government spending in the region. In the event of reduced Federal spending or negative economic changes in our
region, we may experience a negative impact to our profitability and may be limited in our ability to make distributions
to our shareholders.

We face risks associated with property acquisitions.

We intend to continue to acquire properties which would continue to increase our size and could alter our capital
structure. Qur acquisition activities and success may be exposed to the following risks:

Washingron Real Estate Investment Trust and Subsidiaries




we may be unable to acquire a desired property because of competition from other real estate investors,
including publicly traded real estate investment trusts, institutional investment funds and private investars;
even if we enter into an acquisition agreement for a property, it is subject to customary conditions te closing,
including completion of due diligence investigations have findings that are unacceptable;

competition from other real estate investors may significanily increase the purchase price;

we may be unable to finance acquisitions on favorable terms;

acquired properties may fail to perform as we expected in analyzing our investments; and

our estimates of the costs of repositioning or redeveloping acquired properties may be inaccurate.

We may acquire properties subject to liabilities and without recourse, or with limited recourse, with respect 1o
unknown liabilities. As a result, if liability were asserted against us based upon the acquisition of a property, we may
have to pay substantial sums to settle it, which could adversely affect our cash flow. Unknown liabilities with respect
1o properties acquired might include:

liabilities for clean-up of undisclosed environmental contamination;

claims by tenants, vendors or other persons dealing with the former owners of the properties;

liabilities incurred in the ordinary course of business; and

claims for indemnification by general partners, directors, officers and others indemnified by the former owners
of the properties.

We face new and different risks associated with property development.

The ground-up development of Bennett Park, formerly Rosslyn Towers, The Clayborne Apartments, formerty South
Washington Street, and Dulles Station, as opposed to renovation and redevelopment of an existing property, is a
relatively new activity for WRIT. Developing properties, in addition to the risks historically associated with our
business, presents a number of new and additional risks for us, including risks that:

the development opportunity may be abandoned after expending significant resources resulting in the lass of
deposits or failure to recover expenses already incurred, if we are unable to obtain all necessary zoning and
cther required governmental permits and authorizations or abandon the project for any other reason;

the development and construction costs of the project may exceed original estimates due to increased interest
rates and increased materials, labor, leasing or other costs, which could make the completion of the project
less profitable because market rents may not increase sufficiently to compensate for the increase in
construction costs;

construction and/or permanent financing may not be available on favorable terms or may not be available at
all, which may cause the cost of the project to increase and lower the expected return;

the project may not be completed on schedule as a result of a variety of factors, many of which are beyond
our control, such as weather, labor conditions and material shortages, which would result in increases in
construction costs and debt service expenses; and

occupancy rates and rents at the newly completed property may not meet the expected levels and could be
insutficient to make the property profitable.

Properties developed or acquired for development may generate little or no cash flow from the date of acquisition
through the date of completian of development. In addition, new development activities, regardless of whether or
not they are ultimately successful, may require a substantial portion of management's time and attention.
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These risks could resut in substantial unanticipated delays or expenses and, under certain circumstances, could
prevent completion of development activities once undertaken, any of which could have an adverse effect on our
financial condition, resutts of operations, cash flow, the trading price of our common shares, and ability to satisfy our
debt service obligations and to pay dividends to shareholders.

We face potential difficulties or delays renewing leases or re-leasing space.

From 2007 through 2011, leases on our commercial properties will expire on a total of approximately 69% of our
leased square footage as of December 31, 2006, with leases on approximately 11% of our leased square footage
expiring in 2007, 12% in 2008, 15% in 2009, 18% in 2010 and 13% in 2011. We derive substantially all of our
income fram rent received from tenants. Also, if our tenants decide not to renew their leases, we may not be able
to re-let the space. If tenants decide to renew their leases, the terms of renewals, including the cost of required
improvernents or concessions, may be less favorable than current lease terms. As a result, our cash flow could
decrease and our ability to make distributions to our shareholders could be adversely affected. Residential properties
are leased under operating leases with terms of generally one year or less. For the years ended 2006, 2005 and
2004, the residential tenant retention rate was 68%, 57% and 59%, respectively.

We face potential adverse effects from major tenants’ bankruptcies or insolvencies.

The bankruptcy or insolvency of a major tenant may adversely affect the income produced by a property. Although
we have not experienced material losses from tenant bankruptcies or insolvencies in the past, a major tenant cou'd
file for bankruptcy protection or become insolvent in the future. We cannot evict a tenant solely because of its
bankruptcy. On the other hand, a court might authorize the tenant to reject and terminate its lease. In such case, our
claim against the bankrupt tenant far unpaid, future rent would be subject to a statutory cap that might be
substantially less than the remaining rent actually owed under the lease, and, our claim for unpaid rent would likely
not be paid in fuil. This shortfall could adversely affect our cash flow and results from operations. If a tenant
experiences @ downturn in its business or other types of financial distress, it may be unable to make timely
rental payments.

Our properties face significant competition.

We face significant competition from developers, owners and operators of office, medical office, industrial, multifamily,
retail and other commercial real estate. Substantially all of our properties face competition from similar properties in the
same market. Such competition may affect our ability to attract and retain tenants and may reduce the rents we are
able to charge. These competing properties may have vacancy rates higher than our properties, which may result in
their owners being willing to make space available at lower prices than the space in our properties.

Compliance or failure to comply with the Americans with Disabilities Act and other laws could result in

substantial costs.

The Americans with Disabilities Act generally requires that public buildings, including commercial and multifamily
properties, be made accessible to disabled persons. Noncompliance could resutt in imposition of fines by the Federal
government or the award of damages to private litigants. If, pursuant to the Americans with Disabilities Act, we are
required to make substantial alterations and capital expenditures in one or more of our properties, including the
removal of access barriers, it could adversely affect our financial condition and results of operations, as well as the
amount of cash available for distribution to our shareholders, We may also incur significant costs complying with
other requlations. Qur properties are subject to various federal, state and local regulatory requirements, such as state
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and local fire and life safety requirements. If we fail to comply with these requirements, we may incur fines or private
damage awards. We believe that our properties are currently in material compliance with all of these regulatory
requirements. However, we do not know whether existing requirements will change or whether compliance with
future requirements will require significant unanticipated expenditures that will adversely affect our cash flow and
results from operations.

Some potential losses are not covered by insurance.

We carry insurance coverage on our properties of types and in amounts that we helieve are in line with coverage
customarily obtained by owners of similar properties. We believe all of our properties are adequately insured. The
property insurance that we maintain for our properties has historically been on an "all risk” basis, which is in full
force and effect until renewal in September 2007, There are other types of losses, such as from wars or catastrophic
acts of nature, for which we cannot obtain insurance at all or at a reasonable cost. In the event of an uninsured
loss or a loss in excess of our insurance limits, we could lose both the revenues generated from the affected
property and the capital we have invested in the affected property. Depending on the specific circumstances of
the affected property it is possible that we could be liable for any mortgage indebtedness or other obligations
related to the property. Any such loss could adversely affect our business and financial condition and results
of operations.

Also, we have to renew our policies in most cases on an annual basis and negotiate acceptable terms for coverage,
exposing us to the volatility of the insurance markets, including the possibility of rate increases. Any material increase
in insurance rates or decrease in available coverage in the future could adversely affect our results of operations and
financial condition.

Potential liability for environmental contamination could result in substantial costs.

Under Federal, state and local environmental laws, ordinances and regulations, we may be required to investigate
and clean up the effects of releases of hazardous or toxic substances or petroleumn products at our properties,
regardless of our knowledge or responsibility, simply because of our current or past ownership or operation of the
real estate. In addition, the U.S. Environmental Protection Agency and the U.S. Occupational Safety and Health
Administration are increasingly involved in indoor air quality standards, especially with respect to asbestos, mold and
medical waste. The clean up of any environmental contamination, including asbestos and mold, can be costly. If
unidentified environmental problems arise, we may have to make substantial payments which could adversely affect
our cash flow, because:
* as owner or operator we may have to pay for property damage and for investigation and dean-up costs
incurred in connection with the contamination;
+ the law typically imposes clean-up responsibility and liability regardless of whether the owner or operator
knew of or caused the contamination;
¢ even if more than one person may be responsible for the contamination, each person who shares tegal liability
under the environmental laws may be held responsible for all of the clean-up costs; and
* governmental entities and third parties may sue the owner or operator of a contaminated site for damages
and costs.

These costs could be substantial and in extreme cases could exceed the value of the contaminated property. The
presence of hazardous or toxic substances or petroleum products or the failure to properly remediate contamination
may adversely affect our ability to borrow against, sell or rent an affected property. In addition, applicable
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environmental laws create liens on contaminated sites in favor of the government for damages and costs it incurs in
connection with a contamination.

We have a storage tank third party liability, corrective action and cleanup policy in place to cover potential hazardous
releases from underground storage tanks on our properties. This insurance is in place to mitigate any potential
remediation costs from the effect of releases of hazardous or toxic substances from these storage tanks. Additional
coverage is in place under a pollution legal liability real estate policy. This would, dependent on circumstance and
type of pollutants discovered, provide further coverage above and beyond the storage tank policy.

Environmental laws also govern the presence, maintenance and removal of asbestos. Such laws require that owners
or operators of buildings containing asbestos:
¢ properly manage and maintain the asbestos;
« notify and train those who may come into contact with asbestos; and
¢ undertake special precautions, including removal or other abatement, if asbestos would be disturbed during
renovation or demolition of a building.

Such laws may impose fines and penalties on building owners or operators who fail to comply with these requirements
and may allow third parties to seek recovery from owners or operators for personal injury associated with exposure
1o asbestos fibers.

It is our policy to retain independent environmental consultants to conduct Phase | environmental site assessments
and asbestos surveys with respect to our acquisition of properties. These assessments generally include a visual
inspection of the properties and the surrounding areas, an examination of current and historical uses of the properties
and the surrounding areas and a review of relevant state, Federal and historical documents, but do not involve
invasive techniques such as soil and ground water sampling. Where appropriate, on a property-by-property basis,
our practice is to have these consultants conduct additional testing, including sampling for asbestos, for mold, for
lead in drinking water, for soil contamination where underground storage tanks are or were located or where other
past site usages create a potential environmental problem, and for contamination in groundwater. Even though
these environmental assessments are conducted, there is still the risk that:
e the environmental assessments and updates did not identify all potential environmental liabilities;
« apriorowner created a material environmental condition that is not known to us or the independent consultants
preparing the assessments;
* new environmental liabilities have developed since the environmental assessments were conducted; and
« future uses or conditions such as changes in applicable environmentat laws and regulations could result in
environmental liability to us.

Recently enacted changes in securities laws are likely to increase our costs.

The Sarbanes-Oxley Act of 2002, as well as rules subsequently implemented by the Securities and Exchange
Commission, has required changes in some of our corporate governance and accounting practices. In addition, the
New York Stock Exchange has promulgated a number of regulations. We expect these laws, rules and regulations to
increase our legal and financial compliance costs and to continue to make some activities more difficult, time
consuming and costly. We also expect these rules and regulations to continue to make it more difficult and more
expensive for us to obtain director and officer liability insurance, and we incur significantly higher costs to obtain
coverage. These laws, rules and regulations could also make it more difficult for us to attract and retain qualified
members of our board of trustees, particularly to serve on our audit committee, and qualified executive officers.
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We face risks associated with the use of debt to fund acquisitions and developments, including refinancing risk.

We rely an barrowings under our credit facilities to finance acquisitions and development activities and for working
capital. If we were unable to borrow under our credit facilities, or to refinance existing indebtedness, our financial
condition and results of operations would likely be adversely affected.

We are subject to the risks normally associated with debt financing, including the risk that our cash flow may be
insufficient to meet required payments of principal and interest. We anticipate that only a small portion of the
principal of our debt will be repaid prior to maturity. Therefore, we are likely to need to refinance at least a portion
of our outstanding debt as it matures. There is a risk that we may not be able 1o refinance existing debt or that the
terms of any refinancing will not be as favorable as the terms of the existing debt. If principal payments due at
maturity cannot be refinanced, extended or repaid with proceeds from other sources, such as new equity capital, our
cash flow will not be sufficient to repay all maturing debt in years when significant "balloon” payments come due.

Rising interest rates would increase our interest costs,

We may incur indebtedness that bears interest at variable rates. Accordingly, if interest rates increase, so will our
interest costs, which could adversely affect our cash flow and our ability to service debt. As a protection against
fising interest rates, we may enter into agreements such as interest rate swaps, caps, floors and other interest rate
exchange contracts. These agreements, however, increase our risks including other parties to the agreements not
perfarming or that the agreements may be unenforceable.

Covenants in our debt agreements could adversely affect our financial condition.

Our credit facilities contain customary restrictions, requirements and other limitations on our ability to incur
indebtedness. We must maintain certain ratios, including total debt to assets, secured debt to total assets, debt
service coverage and minimum ratios of unencumbered assets to unsecured debt. Qur ability to borrow under our
credit facilities is subject to compliance with our financial and other covenants.

Failure to comply with any of the covenants under our unsecured credit facilities or other debt instruments could
result in a default under one or more of our debt instrurnents. This could cause our lenders to accelerate the timing
of payments and would therefore have a material adverse effect on our business, operations, financial condition
and liquidity.

Further issuances of equity securities may be dilutive to current shareholders.

The interests of our existing shareholders could be diluted if additional equity securities are issued to finance future
developments and acquisitions instead of incurring additional debt. QOur ability to execute our business strategy
depends on our access to an appropriate blend of debt financing, including unsecured lines of credit and other forms
of secured and unsecured debt, and equity financing.

Failure to qualify as a REIT would cause us to be taxed as a corporation, which would substantially reduce
funds available for payment of dividends.

If we fail to qualify as a REIT for federal income tax purposes, we would be taxed as a corporation. We believe that
we are organized and qualified as a REIT and intend to operate in @ manner that will allow us to continue to qualify
as a REIT.
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If we fail to qualify as a REIT we could face serious tax consequences that could substantially reduce the funds
available for payment of dividends for each of the years involved because:
+ we would not be allowed a deduction for dividends paid to shareholders in computing our taxable income and
could be subject to federal income tax at reqular corporate rates;
* we also could be subject to the Federal alternative minimum tax and possibly increased state and local taxes;
= unless we are entitled to relief under statutary provisions, we could not elect to be subject te tax as a REIT for
four taxable years following the year during which we are disqualified; and
« all dividends wouid be subject to tax as ordinary income to the extent of our current and accumulated earnings
and profits potentially eligible as "qualified dividends” subject to the 15% income tax rate.

In addition, if we fail to qualify as a REIT, we would no longer be required to pay dividends. As a result of these
factors, our failure to qualify as a REIT could impair our ability to expand our business and raise capital, and could
adversely affect the value of our shares.

The market value of our securities can be adversely affected by many factors.

As with any public company, a number of factors may adversely influence the public market price of our common
shares, many of which are beyond our control. These factors include:
» level of institutional interest in us;
= perceived attractiveness of investment in WRIT, in comparison to other REITs;
* attractiveness of securities of REITs in comparison to other asset classes taking into account, among cther
things, that a substantial portion of REITs” dividends are taxed as ordinary income;
+ our financial condition and performance;
« the market's perception of ocur growth potential and potential future cash dividends;
» government action or regulation, including changes in tax law;
= increases in market interest rates, which may lead investors to expect a higher annual yield from our distributions
in relation to the price of our shares; and
» relatively low trading volume of shares of REITs in general, which tends to exacerbate a market trend with
respect to our stock.

Provisions of the Maryland General Corporation Law, or the MGCL, may limit a change in control
of our company.

There are several provisions of the Maryland General Corporation Law, or the MGCL, that may limit the ability of a
third party to acquire a change in contro! of our company, including:

* 3 provision where a corporation is not required to engage in any business combination with any “interested
stockholder,” defined as any holder or affiliate of any holder of 10% or more of the corporation’s stock, for a
period of five years pursuant to that holder becoming an “interested stockholder;”

s a provision where the voting rights of “control shares” acquired in a “control share acquisition,” as defined in
the law, may be restricted, such that the “control shares” have no voting rights, except to the extent approved
by a vote of two-thirds of the votes entitled to be cast on the matter.

These provisions may delay, defer, or prevent a transaction or a change in control of our company that may involve
a premium price for holders of our common stock or otherwise be in their best interests.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

The schedule on the following pages lists our real estate investment portiolio as of December 31, 2006, which

consisted of 82 properties.

As of December 31, 2006, the percent leased is the percentage of net rentable area for which fully executed leases
exist and may include signed leases for space not yet occupied by the tenant.

Cost information is included in Schedule Il to our financial statements included in this Annual Report on

Form 10-K.
SCHEDULE OF PROPERTIES
Percent

Year Year Net Rentable Leased
Properties Location Acquired Constructed Square Feet 12/31/06
Office Buildings
1901 Pennsylvania Avenue Washington, D.C. 1977 1960 97,000 99%
51 Monroe Street Rockville, MD 1979 1975 210,000 100%
515 King Street Alexandria, VA 1992 1966 76,000 84%
The Lexington Building Rockville, MD 1993 1970 46,000 50%
The Saratoga Building Rockville, M0 1993 1977 58,000 100%
Brandywine Center Rockville, MD 1993 1969 35,000 94%
6110 Executive Boulevard Rockville, MD 1995 1971 198,000 95%
1220 19* Street Washington, 0.C. 1995 1976 102,000 100%
Maryland Trade Center | Greenbelt, MD 1996 1981 184,000 97%
Maryland Trade Center Ul Greenbelt, MD 1936 1984 158,000 90%
1600 Wilson Boulevard Arlington, VA 1997 1973 166,000 94%
7900 Westpark Drive McLean, VA 1997 1972/1986/1999" 523,000 88%
600 Jefferson Plaza Rockville, MD 1999 1985 112,000 91%
1700 Research Boulevard Rockville, MD 1999 1982 101,000 100%
Parklawn Plaza Rockville, MD 1999 1986 40,000 97%
Wayne Plaza Silver Spring, MD 2000 1970 91,000 85%
Courthouse Square Alexandria, VA 2000 1979 113,000 100%
One Central Plaza Rockville, MD 2001 1974 267,000 91%
The Atrium Building Rockville, MD 2002 1980 80,000 94%
1776 G Street Washington, D.C. 2003 1979 263,000 100%
Albemarfe Point Chantilly, VA 2005 2001 89,000 95%
6565 Arlington Blvd Falls Church, vA 2006 1967/1998 140,000 82%
West Gude Drive Rockville, MD 2006 1984/1986/1988 289,000 95%
The Ridges Gaithersburg, MD 2006 1990 104,000 100%
Subtotal 3,542,000 93%
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SCHEDULE OF PROPERTIES (Continned)

Percent

Year Year Net Rentable Leased
Properties Location Acquired Constructed Square Feet  12/31/06
Medical Office Buildings
Woodburn Medical Park | Annandale, VA 1998 1984 71,000 100%
woaodburn Medical Park il Annandale, VA 1998 1988 96,000 100%
Prosperity Medical Center | Merrifield, VA 2003 2000 92,000 100%
Prosperity Medical Center Il Merrifield, VA 2003 2001 88,000 100%
Prosperity Medical Center |l Merrifield, VA 2003 2002 75.000 100%
Shady Grove Medical Village Il Rockville, MD 2004 1999 66,000 100%
8301 Arlington Boulevard Fairfax, VA 2004 1965 49,000 99%
Alexandria Professional Center Alexandria, VA 2006 1968 113,000 100%
9707 Medicat Center Drive Rockville, MD 2006 1994 38,000 100%
15001 Shady Grove Road Rockville, MD 2006 1999 51,000 100%
Plumtree Medical Center Bel Air, MD 2006 1991 33,000 100%
15005 Shady Grove Road Rockville, MD 2006 2002 52,000 100%
The Crescent Gaithersburg, MD 2006 1989 49,000 88%
Subtotal 873,000 99%
Retail Centers
Takoma Park Takoma Park, MD 1963 1962 51,000 100%
Westminster Westminster, MD 1972 1969 151,000 90%
Concord Centre Springfield, VA 1973 1960 76,000 98%
Wheaton Park Wheaton, MD 1977 1967 72,000 100%
Bradlee Alexandria, VA 1984 1955 168,000 100%
Chevy Chase Metro Plaza Washington, D.C. 1985 1975 49,000 100%
Montgomery Village Center Gaithersburg, MD 1992 1969 198,000 99%
Shoppes of Foxchase? Alexandria, VA 1994 1960 128,000 99%
Frederick County Square Frederick, MD 1995 1973 227,000 99%
800 S. Washington Street? Alexandria, VA 1998/2003 1955/1959 44,000 95%
Centre at Hagerstown Hagerstown, MD 2002 2000 332,000 100%
Frederick Crossing Frederick, MD 2005 1999/2003 295,000 100%
Randoelph Shopping Center Rockville, MD 2006 1972 82,000 93%
Montrose Shopping Center Rockville, MD 2006 1970 143,000 67%
Subtotal 2,016,000 96%
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SCHEDULE OF PROPERTIES (Continued)

Percent

Year Year Net Rentable Leased
Propertics Location Acquired Constructed Square Feet 12{31/06
Multifamily Buildings / # units
3801 Connecticut Avenue / 306 Washington, D.C. 1963 1951 179,000 94%
Roosevelt Towers / 190 Falls Church, VA 1965 1964 170,000 94%
Country Club Towers / 227 Arlington, VA 1969 1965 163,000 94%
Park Adams /200 Arlington, VA 1969 1959 173,000 96%
Munson Hill Towers /279 Falls Church, VA 1870 1963 259,000 94%
The Ashby at MclLean /254 McLean, VA 1996 1982 252,000 93%
Walker House Apartments /212 Gaithersburg, MD 1996 1971/2003* 159,000 96%
Bethesda Hill Apartments / 194 Bethesda, MD 1997 1986 226,000 86%
Avondale / 237 Laurel, MD 1999 1987 170,000 96%
Subtotal (2,098 units) 1,751,000 94%
Industrial/Flex Properties
Fullerton Business Center Springtield, VA 1985 1980/1982 104,000 91%
Charleston Business Center Rockville, MD 1993 1973 85,000 93%
Tech 100 Industrial Park Elkridge, MD 1995 1996 166,000 0%
Crossroads Distribution Center Elkridge, MD 1995 1987 85,000 100%
The Alban Business Center Springfield, VA 1996 1981/1982 87,000 100%
The Earhart Building Chantilly, VA 1996 1987 92,000 100%
Ammendale Technology Park | Beltsville, MD 1997 1985 167,000 100%
Ammendale Technology Park Il Beltsville, MD 1997 1986 107,000 77%
Pickett Industrial Park Alexandria, VA 1997 1973 246,000 100%
Northern Virginia industrial Park Lorton, VA 1998 1968/1991 787,000 93%
8900 Telegraph Road Lorton, VA 19498 19